


OFFICE OF INSPECTORGENERAL

The mission of the Office of Inspector General (OIG), as mandated by Public Law 95-452, as amended j§s to
protect the integrity of the Department of Health and Human Services (HHS) programs, as well as the hjgalth
and welfare of beneficiaries served by those programs. This statutory mission is carried out through a
nationwide network of audits, investigations, and inspections conducted by the following operating
components:

Office of Audit Services

The OIG's Office of Audit Services (OAS) provides all auditing services for HHS, either by conducting a@its
with its own audit resources or by overseeing audit work done by others. Audits examine the performange of
HHS programs and/or its grantees and contractors in carrying out their respective responsibilities and ajge
intended to provide independent assessments of HHS programs and operations in order to reduce wast@, abuse,
and mismanagement and to promote economy and efficiency throughout the Department.

Office of Evaluation and Inspections

The OIG's Office of Evaluation and Inspections (OEI) conducts short-term management and program
evaluations (called inspections) that focus on issues of concern to the Department, the Congress, and tige
public. The findings and recommendations contained in the inspections reports generate rapid, accurat@ and
up-to-date information on the efficiency, vulnerability, and effectiveness of departmental programs.

Office of Investigations

The OIG's Office of Investigations (Ol) conducts criminal, civil, and administrative investigations of

allegations of wrongdoing in HHS programs or to HHS beneficiaries and of unjust enrichment by providegs.
The investigative efforts of Ol lead to criminal convictions, administrative sanctions, or civil monetary
penalties. The Ol also oversees State Medicaid fraud control units which investigate and prosecute frafd and
patient abuse in the Medicaid program.

Office of Counsel to the Inspector General

The Office of Counsel to the Inspector General (OCIG) provides general legal services to OIG, rendering

advice and opinions on HHS programs and operations and providing all legal support in OIG’s internal
operations. The OCIG imposes program exclusions and civil monetary penalties on health care providefs and
litigates those actions within the Department. The OCIG also represents OIG in the global settlement offcases
arising under the Civil False Claims Act, develops and monitors corporate integrity agreements, develop

model compliance plans, renders advisory opinions on OIG sanctions to the health care community, andlissues
fraud alerts and other industry guidance.
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Introduction to the Red Book

TheRed Books a compendium of significant Office of Inspector General
(OIG) cost-saving recommendations that have not been fully implemented.
These recommendations may require one of three types of actions: legislative
regulatory, or other administrative (such as manual revisions). Some comple
issues involve two or all three types of actions.

The Inspector General Act requires that the OIG's semiannual reports to the
Congress include "an identification of each significant recommendation
described in previous semiannual reports on which corrective action has not
been completed.” Thus, appendices to each semiannual report list significant
unimplemented recommendations. Because of the abbreviated nature of this
list, however, we prepare tiRed Booko further highlight the potentially
significant impact of cost-saving recommendations.

The savings estimates indicated for these unimplemented recommendations
are updated from time to time to reflect more current data as it becomes
available. The estimates have varying levels of precision. Full implementatior
of the recommendations in this 1997-98 edition ofRleel Boolcould

produce substantial savings to the Department.

The Department of Health and Human Services (HHS) promotes the health
and welfare of Americans and provides essential services to people of every
age group. Eighty-five percent of the HHS budget provides medical care
coverage for the elderly, the disabled, and the poor. The balance of the
programs support research into the causes of disease, promote preventive
health measures, support the provision of health and social services, and
combat alcoholism and drug abuse.

The Department's operating divisions are briefly described below:

° The Health Care Financing Administration (HCFA) administers the
Medicare and Medicaid programs.

° The Public Health Service (PHS) agencies include the National
Institutes of Health, the Food and Drug Administration, the Centers
for Disease Control and Prevention, the Health Resources and
Services Administration, the Indian Health Service, the Agency for
Toxic Substances and Disease Registry, the Agency for Health Care
Policy and Research, and the Substance Abuse and Mental Health
Services Administration. They promote biomedical research and
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Organization
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Book at a
Glance

disease cure and prevention; ensure the safety and efficacy of markete
food, drugs, and medical devices; measure the impact of

toxic waste sites on health; and conduct other activities designed to
ensure the general health and safety of American citizens.

° The Administration for Children and Families (ACF) provides Federal
direction and funding for State-administered programs designed to
promote stability, economic security, responsibility, and sgifert
for the Nation's families, including a variety of social service programs
for American children and families, Native Americans, and the
developmentally disabled.

° The Administration on Aging (AoA) serves as an advocate for older
persons at the national level.

° General departmental management (GDM) includes such staff division
activities as financial management and grant and contract
administration.

The following sections of thRed Boolseparately address the OIG’s
recommendations to each of the operating divisions listed above. Most of
these recommendations stem from final reports. Recommendations from dra|
reports represent the OIG’s tentative position and are subject to change whe,
the final versions of the reports are issued.

For each recommendation, we summarize the current law, the reason that
action is needed, the estimated savings that would result from taking the
recommended action, the status of actions taken, and the report number and
date. In addition, the type of action needed (legislative, regulatory, or other
administrative) is indicated. Recommendations for proposed legislation are
removed from th&ed Boolonce the law has been fully enacted. On
regulatory and other administrative issues, recommendations are removed
when the action has been substantially completed.

Each final report, including the full text of comments from the cognizant
operating division, is available upon request. Each report also includes an
appendix detailing OIG’s methodology for estimating cost savings; we
encourage the reader interested in a particular proposal to review the report.

We hope that this 1997-98 edition of tRed Bookwill prove to be a useful

asset for departmental decision-makers, the Administration, and the Congres
in their continuing efforts to contain costs and improve program efficiency at
HHS. A quick glance at OIG’s cost-saving recommendations is provided on
the following page.
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The Red Book at a Glance

Red Book Iltems HCFA PHS Agencies ACF GDM Total
Type of Action
Recommended
Legislative 34 2 2 2 40
Regulatory 7 0 0 0 7
Administrative 10 3 2 1 16
Estimated Savings
by Type of Action
(in millions of dollars)
Legislative $15,847 $186 $258 $896 | $17,187
Regulatory 753 0 0 0 753
Administrative 459 35 21 22 537
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Table of Contents
Health Care Financing Administration

Annual Savings Page
(in_millions)*
HEALTH CARE FINANCING ADMINISTRATION 1
Hospitals
Over $1 billion Require Medicare Coverage of All State and Local Government
Employees or Make Medicare the Secondary Payer
$820 Continue Mandated Reductions in Hospital Capital Costs
$249 More Accurately Reflect Base Year Costs in Prospective Payment
System’s Capital Cost Rates 4
TBD Reduce the Prospective Payment System Adjustment Factor for
Indirect Medical Education Costs 5
$157 Revise Graduate Medical Education Payment Methodology
$110 Deny Medicare Reimbursement for Patients Who Receive
Substandard Medical Care 7
TBD Modify Payment Policy for Medicare Bad Debts 8
$210 Limit Prospective Payment System Reimbursement for Hospital
Admissions Not Requiring an Overnight Stay 9
$84 Recover Overpayments and Expand the Diagnosis Related Group
Payment Window 10
$90 Reduce Medicare Payments for Hospital Outpatient Services
$48 Apply 190-Day Lifetime limit for Medicare Inpatient Psychiatric Care
and a 60-Day Annual Limit 12
$4 Preclude Improper Payments to Hospitals for Hospice Beneficiaries
Physicians
$544 Selectively Contract for Coronary Artery Bypass Graft Surgery 1
Over $2 billion Roll Reimbursement for Laboratory Services Into Charge for
Physician Office Visits 15
$130 Expand National List of Chemistry Panel Tests 16

* These estimated savings have varying levels of precision.
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Annual Savings

(in_millions)
$126
$91

$22
$90

$15

$21

TBD
$6
$12
$8
$65
$28
$15
$174
$130

Over $1 billion
TBD
TBD
TBD
$160

Encourage Physicians to Use Paperless Claims

Modify Medicare Incentive Payments in Health Professional
Shortage Areas

End Stage Renal Disease

Reduce Medicare End Stage Renal Disease Payment Rates

Ensure That Claims for Ambulance Services for End Stage Renal

Disease Beneficiaries Meet Coverage Guidelines

Modify Payment Practices of Ambulance Services for Medicare

End Stage Renal Disease Beneficiaries

Collect Overpayments from Health Maintenance Organizations for

Misclassified End Stage Renal Disease Beneficiaries
Durable Medical Equipment
Ensure Legitimacy of Medicare Suppliers
Limit Medicare Part B Reimbursement for Hospital Beds
Reduce Payments for Pressure Support Surfaces
Improve Billing Practices for Medicare Orthotics
Examine Payment Method for Parenteral Nutrition

Reduce and Control Enteral Nutrition Equipment Costs

Reduce Medicare Part B Payments for Enteral Nutrition at Home

Eliminate Separate Enteral Nutrient Payments in Nursing Homes

Minimize Payments for Portable Imaging Services

Other Medicare Reimbursement

Change the Way Medicare Pays for Clinical Laboratory Tests

Require Physician Examination Before Ordering Home Health Services

Ensure Validity of Medicare Hospice Enrollments
Reduce Excessive Payments for Hospice Patients in Nursing

Revise Medicare Prescription Drug Payment Methods
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Annual Savings
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TBD
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Over $4 billion
$291

TBD
TBD

Over $4 billion
$122
$35

$3

$123

$81

$14

$683

Establish Fee Schedule for Medicare Ambulance Payments

Allow Payment for Nonemergency Advanced Life Support Ambulance
Services Only When Medically Necessary

Provide Explicit Guidelines on Allowability of Institutional General
and Administrative and Fringe Benefit Costs

Discontinue Use of a Separate Carrier to Process Medicare Claims
for Railroad Retirement Beneficiaries

Raise the Medicare Entitlement Age to 67

Subject Funds Placed in Flexible Benefit Plans to Hospital
Insurance Tax

Improve Medicare Secondary Payer Safeguards

Expand Medicare Secondary Payer Provisions for End Stage Renal
Disease Benefits

Medicaid Reimbursement
Modify Formula for the Medicaid Program
Promote Medicaid Cost Sharing

Support Medicaid Payments of Premiums for Employer Group Health
Insurance

Close Loopholes That Shelter Third Party Liability Settlements
and Awards

Implement an Indexed Best Price Calculation in the Medicaid
Drug Rebate Program

Reduce Nonemergency Use of Emergency Rooms by
Medicaid Recipients

Install Edits to Preclude Improper Medicaid Reimbursement for
Clinical Laboratory Services

Control Medicaid Payments to Institutions for Mentally
Retarded People
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Table of Contents
Public Health Service Agencies

Annual Page
Savings
(in millions)*
PUBLIC HEALTH SERVICE AGENCIES 53
$176 Institute and Collect User Fees for Food Safety Inspections 5
$10 Cap Medical Malpractice Coverage to Community and Migrant
Health Centers 55
$28 Improve Indian Health Service Billings and Collections from Private
Health Insurance Companies 56
$1 Propose Changes to Office of Management and Budget Circular
A-21 Regarding Recharge Centers 57
$6 Limit Graduate Student Compensation to That Paid for Similar Work 5

* These estimated savings have varying levels of precision.
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Table of Contents
Administration for Children and Families

Annual
Savings

(in_millions)*

$11
$247

$18
$3

ADMINISTRATION FOR CHILDREN AND FAMILIES

Refer Foster Care Cases to Child Support Enforcement Agencies

Limit Federal Participation in States’ Costs for Administering the
Foster Care Program

Improve State Oversight of Private Nonprofit Child Placing Agencies

Obtain Government Reimbursement for Head Start Grantees’
Unallowable Charges

* These estimated savings have varying levels of precision.
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General Departmental Management

Annual Page
Savings
(in millions)*
GENERAL DEPARTMENTAL MANAGEMENT 64
$660 Simplify Administrative/Indirect Cost Allocation Systems 65
$236 Improve Funding System for Welfare Administrative Costs 66
$22 Properly Allocate Training Costs Under Federally Supported Programs

* These estimated savings have varying levels of precision.
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Health Care Financing Administration

Overview The Health Care Financing Administration (HCFA) is responsible for
administering the Medicare and Medicaid programs. Medicare Part A
provides hospital and other institutional insurance for persons age 65 or
older and for certain disabled persons, including those with end stage rena|
disease, and is financed by payroll tax deductions through the Federal
Hospital Insurance Trust Fund. Medicare Part B (Supplementary Medical
Insurance), which is financed by participants and general revenues, is an
optional program which covers most of the costs of medically necessary
physician and other services.

The Medicaid program provides grants to States for medical care for
approximately 37 million low-income people. Eligibility for Medicaid is, in
general, based on a person's eligibility for cash assistance programs. Stats
expenditures for medical assistance are matched by the Federal Governmegnt
using a formula that measures per capita income in each State relative to
the national average.

\1%4

Slgmflcant Over the years, Office of Inspector General (OIG) findings and
OIG recommendations have contributed to many significant reforms in the
Activities Medicare program. Such reforms include implementation of the

prospective payment system for inpatient hospital services and a fee
schedule for physician services; the Clinical Laboratory Improvement
Amendments of 1988; regional consolidation of claims processing for
durable medical equipment; and new payment methodologies for graduate
medical education.

The unimplemented OIG recommendations in Resl Bookhat relate to
HCFA activities could produce significant annual savings and recoveries to
the Department. The OIG has identified a number of significant Medicare
policy issues, such as revising prescription drug payment methods,
adjusting graduate medical education costs, and reducing reimbursement
for hospital capital costs. Regarding Medicaid, the OIG has recommended
modifying the formula that determines the Federal share of costs,
promoting Medicaid cost sharing, and controlling Medicaid payments to
institutions for mentally retarded people.
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REQUIRE M EDICARE COVERAGE OF ALL STATE AND LOCAL
GOVERNMENT EMPLOYEES OR M AKE M EDICARE
THE SECONDARY PAYER

Current Law :

The Consolidated Omnibus Budget Reconciliation Act985 established Medicare Part A coverage and payment g
hospital insurance contributions for new State and local government employees hired after ME@86.3 However,
employees hired before April 1, 1986, are not covered by Medicare Part A unigegdhement entity has voluntarily
agreed to cover groups of its employees under the full Old-Age, Survivors and Disability Insurance program.

Proposalt

Medicare coverage and hospital insurance contributions should be required for all State and local employees, in
those hired before April 1, 1986. If this proposal is not enacted, HCFA should seek legislation making Medicare
secondary payer for retirees from exempt State and local agencies.

Legislative Regulatory Other Administrative
Ve

Reason for Action

Retirees from exempt agencies paid significantly lower taxes than nonexempt retirees. We estimate that over a
period (1982-1990), Medicarelilhave spent abow#16.9 lillion in benefits for these retirees. However, only an
estimated $2.7 billion of taxes, with interest, will have been collected, leaving a shoi$fbdl. dftillion to be subsidized
by other taxpayers. Most of these retirees qualify for Medicare through other covered employment or as a spou
covered worker. Those insured through other employment contributed far less for their coverage than other retir
their hospital benefit protection is the same. Furthermore, exempt government agencies that did not pay the em
share of hospital insurance contributions will have the windfall advantage of Medicare as the primary payer of hg
costs for retirees over age 65. Both conditions unfairly drain the hospital insurance trust fund and are inequitab
employees and employers who must contribute.

Savings (in millions)

FY 1 FY 2 FY 3 FY 4 FY 5
$1,559 $1,552 $1,521 $1,490 $1,451

Status

Although HCFA included a proposal to mandate Medicare coverage for all State and local government employeq
FY 1990 budget submission, no legislative proposal was included in the President's current budget. Also, HCF/
agree with our recommendation to make Medicare the secondary payer, noting, among other things, that this wg
eventually be more costly for the exempt agencies than mandated coverage.

Report:
A-09-88-00072 (Final report, Feb. 1989)
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CONTINUE M ANDATED REDUCTIONS IN
HoOSPITAL CAPITAL COSTS

Current Law :

payment system. Final regulations were promulgated August 30, 1991 (56FR43358). The rates are based on
costs, less a mandated reduction of 7.4 percent under the Omnibus Budget Reconciliatid®2&t of

Proposalt

The HCFA should (1) seek legislative authority to continue mandated reductions in capital payments béastl dnd
(2) determine the extent that capital payment reductions are needed to fully account for hospitals' excess bed ca
report the percentage of reduction to the Congress.

Legislative Regulatory Other Administrative
Ve

Reason for Action

Hospital capital costs soared during the first 5 years of the prospective payment system (PPS), despite low bed
occupancy. The Medicare system of reimbursing capital costs on a pass-through basis (i.e., reimbursed outsid
diagnosis related group) was a major reason for this increase. Paying capital costs prospectively, as required &
implemented regulations, should assist in curbing escalating costs. However, the PPS rates are based on histo
that are inflated because (1) excess capacity in the hospital industry has caused more capital costs to be incurr
economically necessary and (2) inappropriate elements, such as charges for depreciation on federally funded as
included in the historical costs.

Savings (in millions)
FY1 FY 2 FY 3 FY 4 FY5
$820 $950 $1140 $1450 $1840
Status

The HCFA did not agree with our recommendation. Although the Balanced Budget Act of 1997 reduces capital
payments, it does not include the effect of excess bed capacity and other elements included in the base year his
costs.

Report:

A-09-91-00070 (Final report, Apr. 1992)
A-14-93-00380 (Final report, Apr. 1993)

On October 1, 1991, HCFA began a 10-year transition period for paying hospital capital costs under a prospectjve
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M ORE ACCURATELY REFLECT BASE YEAR COSTS IN
PROSPECTIVE PAYMENT SYSTEM'S
CAPITAL COSTRATES

Current Law :

Under section 1886(d) of the Social Security Act, the Medicare program pays for the operating costs attributablé
hospital inpatient services under a prospective payment system (PPS). A PPS pays for care using a predetern
specific rate for each discharge. Public Law 100-203 required the Secretary of Health and Human Services to 4
PPS for capital costs for cost reporting periods beginning in FY 1992.

Proposalt

The HCFA should (1) consider reducing payment rates by 7.5 percent to more accurately reflect costs of the ba
used for the capital cost PPS and (2) continue to monitor the most current data and make any necessary furthe
adjustments to the base rate.

Legislative Regulatory Other Administrative
Ve

Reason for Action

While HCFA took great pains to devise and implement an equitktfiefor capital costs, information now available
indicates that HCFA's 1992 estimated base year rate is 7.5 percent higher than current actual costs. A 7.5 per
reduction would also correct all forecasting estimates that HCFA had to make in arriving at an anticipated rate t

PPS vill gradually increase frort996 until the capital cost PPS is fully implemented in 2002.

Savings (in millions)

FY1 FY 2 FY 3 FY 4 FY 5
$249 $284 $319 $354 $388

Status

The HCFA agreed that the capital rate reflected an overestimation of base year costs, and the Balanced Budge
1997 provides for a reduction in capital payments for 1998-2002. However, we believe HCFA should continue t
monitor current data since additional reductions may be warranted in the future.

Report:
A-07-95-01127 (Final report, Aug. 1995)
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REDUCE THE PROSPECTIVE PAYMENT
SYSTEM ADJUSTMENT FACTOR FOR INDIRECT
MEDICAL EDUCATION COSTS

Current Law :

Since the inception of Medicare's prospective payment system (PPS), indirect medical education payments have
only to teaching hospitals. These payments are designed to alleviate an anticipated adverse effect that PPS wg
teaching hospitals. The indirect medical education adjustment factor was determined by HCFA and the Congreg
historical data, HCFA compared costs per case in teaching and nonteaching hospitals using regression analysis
determined that operating costs in hospitals with teaching programs increased approximately 5.79 percent for e

HCFA was required to double the adjustment factor under PPS--increasing it to 11.59 percent.
The Consolidated Omnibus Budget Reconciliation Act985 reduced the indirect medical education adjustment fag

Omnibus Budget Reconciliation Act 8087 further modified the adjustment by reducing it to approximately 7.7 per
for each 0.1 in the ratio of interns and residents to beds.

Proposat

The indirect medical education adjustment factor should be reduced to the level supported by HCFA's empirical
further studies should be made to determine whether different adjustment factors are warranted for different typd
teaching hospitals.

Legislative Regulatory Other Administrative
Ve

Reason for Action

Our extensive analytical work shows that teaching hospitals continue to earn substantial profits. In addition, a
overlaps with the disproportionate share adjustment at teaching hospitals and that these payments are a major
revenue for some hospitals.

Savings (in millions)

FY1 FY 2 FY 3 FY 4 FY 5
TBD TBD TBD TBD TBD

Status

The HCFA agreed with our recommendation. In addition, the Balanced Budget Act of 1997 gradually reduces th

believe the factor should be further reduced to eliminate any overlap with the disproportionate share adjustment,
Report:
A-07-88-00111 (Final report, Sept. 1989)

from 11.59 percent to 8.1 percent for discharges occurring on or after May 1, 1986, and before October 1, 1984.
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Prospective Payment Assessment Commission report found that the indirect medical education adjustment subdgtanti
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medical education adjustment factor from the current 7.7 percent in FY 1997 to 5.5 percent in 2001 and thereafter.
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REVISE GRADUATE MEDICAL EDUCATION
PAYMENT METHODOLOGY

Current Law :

Reconciliation Act 0fL986 changed the way Medicare reimburses hospitals for the cost of direct graduate medica

which is retroactive to cost reporting periods beginning on or after July 1, 1985.
Proposalt

The HCFA should (1) revise the regulations to remove from a hospital's allowable graduate medical education b
costs any cost center with little or no Medicare utilization and (2) submit a legislative proposal to compute Medic
percentage of participation under the former more comprehensive system.

Legislative Regulatory Other Administrative
Ve Ve

Reason for Action

The HCFA estimated that the new graduate medical education regulations would result in substantial Medicare
Our review indicated that Medicare costs under the new reimbursement method may actually increase because
factors. First, the new system allows hospital cost centers with little or no Medicare patient utilization to receive

load percentage used in the new system to compute Medicare's share of these costs is based on inpatient data

also included ancillary and outpatient data.

Savings (in millions)

FY 1 FY 2 FY 3 FY 4 FY5
Factor 1 $ 39.2 $ 39.2 $ 39.2 $ 39.2 $ 39.2
Factor 2 125.6 125.6 125.6 125.6 125.6
Combined * 157.3 157.3 157.3 157.3 157.3

* Note: When the two proposed changes are handled as one combined calculation, the savings are less than
calculating the effect of the changes separately.

Status

The HCFA did not concur with our recommendations. Although the Balanced Budget Act of 1997 contains provi
slow the growth in Medicare spending on graduate medical education, we continue to believe that our recommerj
should be implemented and that further savings can be achieved.

Report:
A-06-92-00020 (Final report, Apr. 1994)

Section 9202 of the Consolidated Omnibus Budget Réation Act of 1985 and section 9314 of the Omnibus Budge

education. Under the new methodology, these costs are reimbursed on a "hospital specific" prospective paymerjt ba:
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increased importance in the calculation of the graduate medical education reimbursement. Second, the Medicare pa
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higher than Medicare's overall share of graduate medical education costs as determined under the previous method,
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DENY M EDICARE REIMBURSEMENT
FOR PATIENTS WHO RECEIVE
SUBSTANDARD MEDICAL CARE

Current Law :

Under Medicare, hospitals receive a pre-established payment for each discharge based on an assigned diagnos
group (DRG). Each DRG results in an associated payment that represents an average cost for patients having
diagnoses. The Congress established peer review organizations to protect the integrity of the prospective payni
and to maintain the quality of care. The Consolidated Omnibus Budget Reconciliatioril88baiuthorized these
organizations to deny Medicare reimbursement for patients receiving substandard medical care, defined as med
clearly failing to meet professionally recognized standards.

Proposalt

The HCFA should increase efforts to identify and address poor quality care in hospitals by issuing regulations tq
implement the provisions of the 1985 act.

Legislative Regulatory Other Administrative
Ve

Reason for Action
Of the patients sampled, 6.6 percent received poor quality of care.
Savings (in millions)

FY1 FY 2 FY 3 FY 4 FY 5
$110 $110 $110 $110 $110

Status

In 1989, HCFA issued a notice of proposed rulemaking to authorize the peer review organizations to deny Medi

Report:
OEI-09-88-00870 (Final report, July 1989)
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reimbursement for patients who received substandard medical care. The HCFA has not yet issued a final regulption
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MODIFY PAYMENT POLICY
FOR M EDICARE BAD DEBTS

Current Law :

Under Medicare's prospective payment system (PPS), hospitals are reimbursed for inpatient services rendered jo Me

beneficiaries by a fixed payment amount based on a diagnosis related group (DRG). However, bad debts relate
unpaid deductible and coinsurance amounts are reimbursed separately as pass-through (i.e., reimbursed outsig
items under reasonable cost principles.

Proposalt

We presented an analysis of four options for HCFA to consider, including the elimination of a separate payment
debts, the offset of Medicare bad debts against beneficiary Social Security payments, the limitation of bad debt

d to
e of

for b
hayIm

to prospective payment system hospitals which are profitable, and the inclusion of a bad debt factor in the DRG|rate:

The HCFA should seek legislative authority to further modify bad debt policies.

Legislative Regulatory Other Administrative
Ve

Reason for Action

Our review of HCFA's Hospital Cost Report Information System showed that total Medicare bad debts increased fror

$159 nillion during the second year 8PS (FY 1985) to $398iliion during the fifth year oPPS (FY 1988). During

this same period, hospitals continued to earn significant profits. Also, hospital bad debt collection efforts have often |

less than adequate since there is little incentive for a hospital to collect the unpaid deductible and coinsurance a
when Medicare pays these amounts.

Savings (in millions)

FY1 FY 2 FY 3 FY 4 FY 5
TBD TBD TBD TBD TBD

Status

Agreeing with our recommendation to include a bad debt factor in the DRG rates, HCFA said that our report shq
the Congress in understanding the rapid growth in hospital bad debts. The Balanced Buddg9¥cpobvides for

some reduction of bad debt payments to providers, but additional legislative changes are needed to implement the

modifications we recommended.
Report:
A-14-90-00339 (Final report, June 1990)
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L IMIT PROSPECTIVE PAYMENT SYSTEM
REIMBURSEMENT FOR HOSPITAL ADMISSIONS
NOT REQUIRING AN OVERNIGHT STAY

Current Law :

Under the prospective payment system (PPS), hospitals are reimbursed for each admission when the patient is

provide that an admission occurs when it is expected that the patient will occupy a bed and remain overnight. T
applies even if the person is later discharged or transferred to another hospital without actually using a hospital
overnight.

Proposalt

The HCFA should seek legislation to pay for covered services related to 1-day admissions without an overnight

outpatient services which are paid on the basis of the lower of the actual costs or the customary charges in a lo
Legislative Regulatory Other Administrative
v

Reason for Action

Based on Medicare records for 1989, our follow-up review (A-05-92-00006) revealed that the volume of 1-day
admissions on a national basis had increased approximately 150 percent over 1985 levels and that Medicare ha
179,500 admissions that did not require overnight stays. Many of these cases related to observations after eme
outpatient services, to surgeries later canceled, or to acute care stays of doubtful necessity. In many cases, do
revealed that few, if any, services were provided while the patient was an inpatient.

Savings (in millions)

FY1 FY 2 FY 3 FY 4 FY 5
$210 $210 $210 $210 $210

Status

The HCFA proposed to implement our recommendation through administrative remedies which would designate
specific services are to be covered and paid for as inpatient or outpatient services. No proposal was included i
President's current budget.

Report:

A-05-89-00055 (Final report, July 1989)
A-05-92-00006 (Final report, Jan. 1992)

Hiscl

based on established rates which are grouped into diagnosis related groups (DRG). Current Medicare instructipns
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RECOVER OVERPAYMENTS AND EXPAND THE
DIAGNOSIS RELATED GROUP PAYMENT WINDOW

Current Law :

Under the prospective payment system (PPS), Medicare fiscal intermediaries reimburse hospitals a predetermin
for inpatient services furnished to Medicare beneficiaries depending on the iliness and its classification under a
related group (DRG). Currently, separate payments for nonphysician outpatient services (such as diagnostic te
laboratory tests) rendered within 72 hours of the day of an inpatient admission are not permitted under the Omn
Budget Reconciliation Act df990, section 4003.

v

Reason for Action

Our review identified about $83.5illion in admission-related nonphysician outpatient services rendered 4 to 7 dayj
immediately before an inpatient admission. The fiscal intermediaries cited clerical errors and insufficient or none
edits for improper payments, and the hospitals cited clerical errors and misinterpretation of the regulations.

Savings (in millions)

FY1 FY 2 FY 3 FY 4 FY 5
$83.5 $83.5 $83.5 $83.5 $83.5

Status

The HCFA agreed to recover the improper billings and to refund the beneficiaries' coinsurance and deductible.
of the overpayment is being handled by settlement agreements with the hospitals through the Department of Jus

window. No legislative proposal was included in the President's current budget.
Report:
A-01-92-00521 (Final report, July 1994)
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Proposalt
The HCFA should propose legislation to expand the DRG payment window to at least 7 days immediately prior o the
of admission.

Legislative Regulatory Other Administrative

Xiste

Colle
tice

working with HCFA and the OIG. The HCFA did not concur with the recommendation to further expand the payment
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REDUCE M EDICARE PAYMENTS
FOR HOSPITAL
OUTPATIENT SERVICES

Current Law :

To bring payments for services in hospital outpatient departments more in line with the payments for services in
ambulatory service center, the Omnibus Budget Reconciliation AQ9#, section 4151, reduced Medicare payment
hospital outpatient services by (1) adjusting the payment formula to 58 percent of the ambulatory service center
42 percent of the hospital's outpatient costs and (2) lowering hospital payments made on a reasonable cost bas
percent. The Omnibus Budget Reconciliation Act@3 extended the 5.8 percent reduction in payments for hospit
outpatient department services from FY 1996 through 1998.

Proposalt

Legislation is needed to reduce the current payments for services in outpatient departments to bring them more
ambulatory service center approved payments. We recommended paying outpatient departments the ambulato
center approved rate or adjusting hospital payments by a uniform percentage.

Legislative Regulatory Other Administrative
Ve

Reason for Action

Our study of hospital outpatient surgeries showed that the current blended rate to hospitals in the aggregate is ¢
the payment rate for ambulatory service center approved services. We analyzed over 2 million hospital outpatig
containing ambulatory center approved surgeries from 5,421 hospitals. The disparity between Medicare payme
outpatient departments and the centers for similar services still exists.

Savings (in millions)

FY1 FY 2 FY 3 FY 4 FY 5
$90 $107 $126 $147 $175

Status

The HCFA acknowledged that our report would be helpful in developing a legislative proposal to bring about gre
parity of payments for services performed in an outpatient setting and those performed in ambulatory service ce
Included in the Balanced Budget Act of 1997 is the requirement to develop a prospective payment system (PPS
hospital outpatient services for FY 1999. The Act also includes provisions to eliminate a formula-driven overpay
which allows Medicare to fully deduct beneficiary coinsurance payments received by the hospital before the prod
makes its payments. We will monitor the implementation of the outp&iBtto ensure that payment rates are
comparable to the ambulatory service center rates.

Report:

A-14-89-00221 (Final report, Mar. 1991)
OEI-09-88-01003 (Final report, May 1989)
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APPLY 190-Day LIFETIME LIMIT FOR MEDICARE
| NPATIENT PSYCHIATRIC CARE AND A
60-DAY ANNUAL LIMIT

Current Law :

Medicare limits inpatient care in psychiatric hospitals to 190 days during a beneficiary's lifetime. When Medicars
passed, inpatient psychiatric care was rendered, for the most part, in State psychiatric hospitals. The Congress

care has expanded beyond the psychiatric hospitals to general hospitals with distinct psychiatric ub&8-daidimit
was not extended to these more costly general hospital units.

Proposalt

The HCFA should develop new limits to deal with the high cost and changing patterns of utilization of inpatient

the place of service.

Legislative Regulatory Other Administrative
Ve

Reason for Action

P was
apg

believed that long-term care of the mentally ill was generally a State responsibility. The delivery of inpatient psyghiatt

psychiatric services. A 60-day annual and a 190-day lifetime limit should be applied to all psychiatric care regardles:

The Medicare lifetime limit on psychiatric hospital care is no longer effective because of changed patterns of inp

limit on inpatient psychiatric services will produce significant savings over the current uneven application of the N
lifetime limit.

Savings (in millions)

FY1 FY 2 FY 3 FY 4 FY 5
$47.6 $47.6 $47.6 $47.6 $47.6

Status

general hospitals. However, such a proposal was not included as part of the President's current budget.
Report:
A-06-86-62045 (Final report, Feb. 1988)

tien

psychiatric care. Over 82 percent of the $1.36 billion in program payments for inpatient psychiatric care is being pai
general hospitals--where the lifetime limit does not apply. An annual limit on care, which has congressional prededen
a Department of Defense health care program, may be more acceptable than a lifetime limit. We believe a 60-dpy al

edic

The HCFA considered a proposal recommending that the 190-day lifetime limit for psychiatric admissions be extende
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PRECLUDE | MPROPER PAYMENTS TO HOSPITALS
FOR HOSPICE BENEFICIARIES

Current Law :

When a beneficiary elects hospice care, the Medicare program reimburses the hospice a fixed rate for each day of c:
The hospice then assumes fiscal responsibility for all Medicare Part A services related to the beneficiary's terminal ill
A separate Medicare payment to the hospital is not allowable; instead the hospital should bill the hospice, and the ho
then receives a higher daily rate for the number of days the hospice beneficiary is hospitalized.

Proposalt

The HCFA should instruct its fiscal intermediaries to recover improper payments from hospitals noted in our review a
to review related medical records for the potential inappropriate payments we identified.

Legislative Regulatory Other Administrative

v

Reason for Action

Our review showed that over $21llion in overpayments should be recovered for Calendar YE288-1992. In
addition, more effective edits of hospital/hospice claims could result in annual savings of approximately $4 millioh ove
the next 5 years.

Savings (in millions)

FY1 FY 2 FY 3 FY 4 FY 5
$4 $4 $4 $4 $4

Status

The HCFA agreed to recover the overpayments identified and to instruct its fiscal intermediaries to review the clgaims
identified as potential overpayments. We are currently doing additional work to assess the effectiveness of HCHA's
common working file edits in regard to hospice/hospital payments.

Report:
A-02-93-01029 (Final report, June 1995)
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SELECTIVELY CONTRACT FOR
CORONARY ARTERY BYPASSGRAFT SURGERY

Current Law :

Medicare pays for coronary artery bypass graft surgery costs incurred for physician, hospital, and other service
Payment for hospitals is based on diagnosis related group (DRG) rates, and payment for physician and other s¢
based on reasonable charge determinations.

Proposalt

providing coronary artery bypass graft surgery to Medicare beneficiaries.

Legislative Regulatory Other Administrative
Ve

Reason for Action

In 1985, Medicare payments for coronary artery bypass graft surgery (DRG codes 106 and 107) totaled over
$1.5 billion--an amount that has increased over the years. Hospitals and surgical teams performing 2@fyethan
these surgeries per year had better outcomes, in terms of mortality rates, lengths of stay, and charges, than thg
performing fewer surgeries. The reasonable charge allowances for physicians are often inconsistent and inequi
Similarly, both inconsistent carrier controls/payment guidelines and the revised HCFA procedure coding system
increased Medicare costs for this surgery. Current legislation does not allow the negotiation of preferred provide
fixed-price packages for bypass surgery for Medicare patients, despite the fact that these practices save the pri
millions of dollars each year.

Savings (in millions)

FY 1 FY 2 FY 3 FY 4 FYS
$543.9 $543.9 $543.9 $543.9 $543.9

Status

The HCFA conducted a demonstration project which ended il99ly. The demonstration alone saved $30ibm
A final report will be issued in March998.

Report:
OEI-09-89-00076 (Final report, Aug. 1987)

The HCFA should negotiate all-inclusive package payment prices with selected surgeons and medical centers fdr
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RoOLL REIMBURSEMENT FOR
L ABORATORY SERVICES INTO CHARGE
FOR PHYSICIAN OFFICE VISITS

Current Law :

schedules.
Proposat

The HCFA should propose legislation to roll the reimbursement for laboratory services into the recognized charg
physician office visits (which are subject to beneficiary co-payment).

Legislative Regulatory Other Administrative
Ve Ve

Reason for Action

Clinical laboratory claims account for 25 percent of the line items in Medicare bills. Numerous initiatives to limit
inappropriate growth have been enacted into law in recent years. Most involve limiting the amount paid for each
laboratory service. These initiatives have failed to limit overall spending, however, because they did not reduce
number of tests prescribed. Our proposal would eliminate incentives for inappropriate lab tests while still allowin
sufficient funds to pay for needed services; unnecessary tests would decrease as a result of the incentive to con
beneficiary coinsurance and deductible provisions would again come into play; and administrative savings would
from the reduction in the number of claims processed.

Savings (in millions)

Fy 1 FY 2 FY 3 FY 4 FY5
Roll-in $ 700 $1,500 $2,700 $4,100 $6,000
Co-payment 1,130 1,240 1,370 1,520 1,690
Admin. savings 210 210 210 210 210
Total $2,040 $2,950 $4,280 $5,830 $7,900

Status

plan to conduct additional analytical work related to this topic.
Report:

OEI-05-89-89150 (Mnograph, Oct1990)
OEI-05-89-89151 (Management advisory report, July 1991)

The HCFA does not concur with our recommendation but is studying alternative ways to limit laboratory serviceq.

Medicare pays the full amount of all clinical laboratory services provided in outpatient and office settings based ¢n fe
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EXPAND NATIONAL LIST
OF CHEMISTRY PANEL TESTS

(1
Current Law :

Chemistry tests are clinical laboratory services requested by physicians in order to diagnose and treat patients. |Che
tests that are commonly performed on automated laboratory equipment are referred to as panel tests and are rgquire
HCFA to be grouped together for payment purposes. In addition, HCFA requires that other chemistry tests avafable
carrier's service area and commonly performed on automated laboratory equipment be reimbursed as panel tesfs.

Proposalt
The HCFA should update its guidelines by expanding the national list of chemistry panel tests to include 10 testd
identified by our audit.

Legislative Regulatory Other Administrative

v

Reason for Action

Based on claims information and responses to questionnaires by hospital and independent laboratories related fo 18
identified for review, 10 are available in all carrier service areas and are commonly performed on automated eqyipme
These 10 tests should be paid as panel tests. However, HCFA's guidelines specifying chemistry tests that should be
paneled by all carriers have not been updated promptly to add tests as technology has advanced.

Savings (in millions)

FY1 FY 2 FY 3 FY 4 FYS
$130 $130 $130 $130 $130

Status

The HCFA agreed with 8 of the 10 tests recommended for addition to the list and added 3 of these tests to its cqrrier
manual in November 1995. A legislative proposal to add tests was not included in the President’s current budgégt.

Report:
A-01-93-00521 (Final report, Jan. 1995)
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ENCOURAGE PHYSICIANS
TO USE PAPERLESS CLAIMS

Current Law :

Physicians may submit claims to Medicare in either paper or electronic form. Seventy-three percent of all physigian
claims are currently submitted electronically, and 59 percent of Medicare physicians use only paper.

Proposat
The HCFA should:

® | ead a target outreach effort to encourage voluntary conversion to paperless Medicare claim filing by physjcian
who submit claims on paper and who have a moderate to high level of interest in making the switch.

® Begin to plan now for the policy changes that will be necessary to achieve an almost completely paperless
environment for processing Medicare claims. These policy changes can include targeting a date when all ghysi
will be mandated to submit paperless claims, targeting a date when paperless claims submission will becofne a
condition for Medicare participating physician status, or continuing to accept paper claims but imposing a ffling 1
to cover the incremental cost of doing so.

Legislative Requlatory Other Administrative
Ve Ve

Reason for Action

Approximately 65 percent of physicians who now submit Medicare claims only on paper indicate a high or modefate |
of interest in switching to paperless claims.

Savings (in millions)

FY 1 FY 2 FY 3 FY 4 FY5
$126 $126 $126 $126 $126

Status
The HCFA concurred with our recommendations and is developing a corrective action plan.
Report:

OEI-01-94-00230 (Final report, May 1996)
A-05-94-00039 (Final report, May 1996)
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MODIFY MEDICARE |INCENTIVE PAYMENTS
IN HEALTH PROFESSIONAL SHORTAGE AREAS

Current Law :

Since 1989, physicians who treat Medicare patients in HHS-defined health professional shortage areas have be
to bonus payments that were designed to improve patient access to care. The current law calls for a 10 percen
Proposat

The HCFA should seek to (1) eliminate the Medicare incentive payments entirely, (2) modify the Medicare incent
payment program to target it more effectively to primary care, or (3) channel funds from the Medicare incentive f
program to new or existing mechanisms for improving access to primary care.

Legislative Regulatory Other Administrative
Ve

Reason for Action

A substantial amount of the Medicare incentive money has gone to physicians who provide little or no primary c4d

decisions.
Savings (in millions)

FY1 FY 2 FY 3 FY 4 FYS
$90.6 $120.8 $161 $214.6 $286

Status

The HCFA concurred with our recommendation and had previously advanced legislation to provide larger bonus

President's current budget, and HCFA has no immediate plans to pursue legislation for this initiative. The U.S.
Accounting Office recently made a recommendation similar to ours based on its review of definitions of health
professional shortage areas.

Report:
OEI-01-93-00050 (Final report, June 1994)
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Also, among primary care physicians, Medicare incentive payments apparently have little effect on practice locafion

bs fo

primary care services and to eliminate certain bonuses in urban areas. However, this proposal was not includegl in t
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REDUCE MEDICARE END STAGE RENAL DISEASE
PAYMENT RATES

Current Law :

The Omnibus Budget Reconciliation Act1881 established a prospective payment system for outpatient dialysis

treatments under Medicare's end stage renal disease (ESRD) program. To reimburse facilities for these treatm
HCFA pays a composite rate per treatment based on audited median costs. In FY 1989, payments averaged {
treatment for freestanding facilities adti29.11 for hospitals.

Proposalt

The HCFA should reduce the payment rates for outpatient dialysis treatments to reflect current efficiencies and
in the marketplace.

Legislative Regulatory Other Administrative
Ve

Reason for Action

showed a median cost, including home dialysis costs, of $108.19 per treatment. Even after considering the effe
dialysis services, the in-facility costs decreased 1880 to 1985 without a corrempding reduction in the prospective
rates. In addition, our audit of the 1988 home office costs of a major chain of freestariliieg fsttrowed that its costs
decreased from $117 per treatment in 1980 to $89 in 1988. Due to the prominence of this chain, these audited

a 29 percent profit margin for each treatment in 1988. We believe that both the 1985 and 1988 audited data jus
decrease in the payment rate.

Savings (in millions)

FY 1 FY 2 FY 3 FY 4 FY S5

$22* $22* $22* $22* $22*
*This savings estimate represents program savings of $22 million for each dollar reduction in the composite rg
Status

The HCFA agreed that the composite payment rates should reflect the costs of outpatient dialysis treatment in ¢
operated facilities. While the Omnibus Budget Reconciliation A&98D prohibited HCFA from changing these rates
mandated a study to determine the costs, services, and profits associated with various modalities of dialysis trea
March 1996 study by the Prospective Payment Assessment Commission recommended an increase in the curre
but HCFA did not believe an across-the-board increase was warranted. HCFA officials said they would continug
monitor facilities’ costs and other factors (including volume, effects of a new wage index, quality of care, and ind

Budget Act of 1997 requires the Secretary to audit the cost reports of each renal dialysis provider at least once
years. The HCFA does not believe that these audits will produce a recommendation to decrease composite pay
and estimates that the 